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Postwar Taxation
Recommendations by the Committee on Federal Taxation
of the American Institute of Accountants
the problems immediately before us. The
ultimate object of a sound tax program is,
of course, a balanced budget within a reason
able period after complete cessation of active
hostilities. This object should be sought, in
the first instance, without regard to debt re
tirement. Eventual adoption of measures
for reduction of the public debt is essential
but, in our opinion, not feasible until current
income and outgo have been balanced and a
clearer picture of the postwar national-in
come level has emerged.
The most important factor by far in the
achievement of a balanced budget is the at
tainment of a national-income level, which,
at practicable tax rates, will yield the
required revenue. This will involve, of
h e committee on federal taxation of
course, action upon a number of economic
the American Institute of Accountants problems, of which tax revision, highly im
presents herewith its recommendations portant as it is, is but one. It is obvious
with respect to tax revision for the recon
that the size of the public debt and the extent
version and immediate postwar period, in the of unavoidable postwar government expendi
hope that the views of its members, as certi tures make inevitable heavy taxes for years
fied public accountants, may be of some assist to come, and eliminate the possibility of tax
ance to those charged with the responsibility reduction for reduction’s sake. It is common
of formulating and adopting appropriate knowledge, however, that there is a point
legislation.
beyond which high tax rates defeat their own
In our consideration of this immediate purpose, by depressing capital investment,
problem, we have sought not to lose sight of productive activity, and resulting employ
the important long-range objectives of over ment to the point of actual loss in tax
all simplification, integration, and coordina revenue. Avoidance of this result and the
tion of the tax laws, and establishment of a creation of positive stimulus to the main
relatively permanent peacetime tax program, springs of national income should be the
subject only to change of rates. For the guiding purpose of a judicious program of
purpose in hand, however, only incidental tax revision, and rate reductions should be
attention has been given to these objectives, limited to such purpose. For these reasons,
which, we believe, can be achieved only the recommendations set forth herein are
through long and careful study by a qualified concerned mainly with elimination or mod
nonpartisan commission or similar body ification of those features of our tax laws
created and empowered for that purpose. W e which tend most to discourage the investment
earnestly stress the importance of not permit of venture capital and resulting productive
ting the present necessary concentration upon activity and employment, with consequent
matters discussed herein to obscure the larger contraction of consumer demand.
long-range task and to result in its neglect
In our consideration of the program we
after measures have been taken to deal with have been impressed with the fact that,
The following recommendations relating to
postwar taxation have been prepared by the
committee on federal taxation of the Am eri
can Institute of Accountants. They refer
primarily to the development of a sound,
tax program for the reconversion and im
mediate postwar periods. The committee
believes, however, that long-range objec
tives such as coordination of taxes and
simplification of the tax structure also re
quire early consideration. Specific proposals
are offered with respect to corporate taxes,
individual income taxes, provision for carry
back of losses, and excess-profits taxes. An
appendix presents the views of committee
members with respect to methods of elimi
nating double taxation of corporate income.
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although the adoption of a tax program nec
essarily requires an estimate of the postwar
national-income level, that figure is one which
no one can predict with reasonable certainty,
as is evidenced, if evidence be needed, by the
substantial variations in published estimates.
Moreover, while most postwar tax proposals
publicly discussed to date assume a nationalincome level of not less than $120 billion,
the fact is that the highest national income
attained prior to our entry into the war did
not exceed $90 billion; and while adjustment
of the latter figure by the increase in prices
since 1940 might bring it close to $120 billion,
the postwar price level is no less uncertain
than the other factors involved. W e are also
impressed with the fact that, while most dis
cussions of this program assume annual fed
eral-revenue needs in the postwar era, ex
clusive of debt retirement, approximating
$20 billion, this figure also is an extremely
variable estimate and is subject to many uncer
tainties, such as the extent of expenditures
in connection with foreign relief and re
habilitation, participation in a world bank
and extension of foreign credits, cost of
public works, unemployment insurance and
similar “tiding-over” expenditures, veterans’
payments, hospitalization and rehabilitation,
and other indeterminate factors.
For all these reasons, it is clear that a pro
gram of taxation for the reconversion and
immediate postwar period cannot be born
full-grown and made immediately operative,
but must, of necessity, be tentative, and put
into effect by stages as the economic transi
tion progresses, and at the same time be
sufficiently flexible to meet the uncertainties
of economic conditions, national-income level,
and revenue needs. It follows that, apart
from all other considerations, such tax-rate
reductions as seem warranted must be made
in stages, since it is far better to have the
ultimate reduction accomplished by steps
which are continually downward, than to
face the necessity of reversing an excessive
initial reduction made on the basis of overoptimistic estimates of revenue yields and
requirements.
T he practicability of the recommendations
made herein necessarily depends upon the
twin uncertainties of postwar national-income
level and extent of revenue requirements.

W e have made no attempt to estimate either,
except to observe that our recommendations
appear well within the bounds of balanced
postwar-budget objectives on the basis of the
most widely adopted assumptions as to
national-income level and revenue require
ments, and published figures of revenue
yields. T he feasibility of these or any other
recommendations must in the end be tested
by pertinent data and information available
to Congress, and the conclusions expressed
herein are subject to that reservation. For
this reason, figures and rates mentioned
herein are to be deemed suggestive or illus
trative, and not conclusive.
Because most business activities are car
ried on in corporate form, and because cor
porate business income is, under the present
tax structure, unduly burdened as compared
with unincorporated-business income, in addi
tion to being subject to the distinctly wartime
excess-profits tax, major emphasis is placed
herein upon revision of the corporate tax
structure, as appears from the following
recommendations:
Corporation Taxes
1. W ith the first important cutback in gov
ernment war expenditures, probably fol
lowing the cessation of active European
hostilities, excess-profits-tax rates should
be sharply reduced to a maximum of 60
per cent without postwar refund, coupled
with an increase in exemption at that
time to $20,000 or $25,000. As soon as
possible after complete cessation of ac
tive hostilities, the excess-profits tax
should be completely repealed, possibly
in the year following cessation of active
hostilities and, in any event, no later
than the end of the second year follow
ing that event.
The excess-profits tax is an emergency
measure related to war expenditures and war
profits, is completely unsound as a perma
nent feature of the national tax structure,
and, in peacetime, would act as a major
deterrent to investment of capital in produc
tive enterprise. Reduction in wartime ex
penditures and war-production profits follow
ing the first important cutback justify the
suggested intermediate reduction, which, in
itself, coupled with the indication of further
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reductions to come, and the aid, through in
creased exemption, to the growth of small
businesses, should create needed incentive for
venture-capital risk-taking in civilian pro
duction. Continuation of the excess-profits
tax on a reduced basis until after the com
plete cessation of all active hostilities seems
necessary in the light of continuation, on a
reduced scale, of war-production profits and
wartime revenue requirements.
Elimination of the excess-profits tax would
once more make feasible business growth
through reasonable accumulation of earnings,
particularly in the case of small businesses,
on which the corporate tax, at present rates,
would not exceed 29 per cent. T he avail
ability of the corporate form with lowered
tax rates, coupled with elimination of the
double tax on corporate income — see 3,
below—would offer a practical solution to
the problem of business growth of small un
incorporated businesses.
2. Provisions relating to the carry-back of
unused excess-profits credits should be
permitted to include unused excess-profits
credits for the two years succeeding the
last taxable year to which the excessprofits tax applies.
This is necessary in order to carry into
full effect the purposes of the carry-back
provision, namely, to determine the true ex
cess profits for the wartime period by taking
into account subnormal profits in the two
subsequent years resulting from expenditures
arising out of wartime operations or out of
reconversion to civilian economy.
3. T he present double taxation of corporate
income— once to the earning corpora
tion, and again to the stockholders upon
distribution of such income as dividends
—should be eliminated as soon as revenue
needs permit. A logical time for such
revision would be the year in which the
excess-profits tax is finally repealed.
A t present, corporate income is subjected
to a double burden of tax as compared with
all other types of income and particularly
as compared with business income derived
in unincorporated form, such as single pro

prietorships and partnerships. This condi
tion has resulted in a powerful, though utterly
unsound, trend away from the corporate
form of business enterprise, and in substitu
tion of borrowings—the interest payments on
which are deductible— for capital-stock issues
—the dividend payments on which are not
deductible— as a means of financing corpora
tions, thereby tending to create unbalanced
and unsound corporate financial structures.
This revision, coupled with the elimination
of the excess-profits tax, is considered by far
one of the most important stimulants needed
for the investment of venture capital in cor
porate enterprises, through which most of
the nation’s productive activity is carried on.
T he committee has reduced its considera
tion of methods of eliminating the double tax
to the following, both of which assume that
dividend payments will be included, as at
present, in the stockholder’s income :
(a) credit against the stockholder’s tax on
account of the tax paid by the corpora
tion on the income out of which the
stockholder’s dividends have been paid;
and
(b) reduction of the corporation’s taxable
income by the amount of dividend pay
ments to stockholders.
T he committee, as such, makes no recom
mendation as to which method should be
adopted. Appended hereto are two state
ments summarizing the views of members of
the committee with respect to factors favoring
the use of one method as against the other,
together with an indication of some of the
matters which would have to be taken into
account in their application, including the
bearing which the use of each method would
have upon the taxation of intercorporate divi
dends.
4. T he capital-stock tax and related de
clared-value excess-profits tax should be
repealed immediately.
These taxes are economically unsound, are
measured by the ability of corporate man
agement to guess future earnings, and unduly
complicate the corporate tax structure. They
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produce comparatively little revenue, be
cause they are deductible in computing the
income base for other taxes on corporate in
come; and any needed revenue derived from
these taxes could be raised more easily by
adjustment of the income-tax rate. They do
not fulfill their avowed object of collecting
some tax from losing corporations, since that
results follows only in the case of those cor
porations which declare capital-stock values
in anticipation of profits only to find that
they have guessed incorrectly.
5. The 2 per cent additional tax applicable
to consolidated returns should be elimi
nated.

the distribution of rates over the income
brackets is of at least equal importance
with the amount of any proposed rate
decrease. No recommendation as to such
distribution is made at the present time.
9. A single individual tax-rate structure
should be adopted in so far as that can
be done without violating contractual
rights of the holders of obligations of
the United States and its instrumentali
ties which are exempt from normal tax
but not from surtax. If personal ex
emptions are made uniform for normal
tax and surtax purposes, the practical
result in the case of the vast majority
of taxpayers will be a single rate struc
ture.
Capital Gains and Losses

There is every justification for taxing an
affiliated group of corporations as the single
unit which, economically and in practical
fact, it is. This has been recognized as sound
accounting and business practice for many
years, and there is no reason why the deter
mination of tax liability on a basis of an eco
nomic business unit, despite division into
separate corporate entities, should be accom
panied by a tax penalty.
6. Reduction of corporate normal and sur
tax rates from the present 40 per cent
should depend upon the extent to which
that is feasible within balanced-budget
conditions, after giving effect to the
preceding recommendations. T he pres
ent system of graduated normal tax and
surtax rates on the first $25,000 of in
come should be retained, with a flat rate
on all income above that figure, elimi
nating the present “notch” provision.
Individual Income Taxes
7. Reduction of individual income-tax rates
should depend upon the extent to which
that is feasible within balanced-budget
conditions, after giving effect to recom
mendations, 1 through 5, above, respect
ing corporate taxes.
8. T he first step in reduction of individual
income-tax rates, if that becomes feasible,
should be the elimination of the present
normal tax which is, in substance, the
victory tax in modified form. In the
consideration of any further reductions
that may be deemed feasible, a restudy of

10. Except as set forth in recommendation
11, below, revision of the present method
of treating capital gains and losses should
be dealt with as part of the long-range
task of tax simplification and overhaul
ing, and not as part of the immediate
measures dealing with the peculiar prob
lems of the transitory reconversion
period.
11. Capital losses should be allowed as de
ductions with tax benefit limited to the
same maximum rate as is applied in tax
ing capital gains.
T he present restrictions upon allowance
of deductions for capital losses act as deter
rents to investment of capital in corporate
enterprises, and for that reason should be
modified to provide treatment of losses cor
responding to the treatment of gains.
Carry-back of Losses
12. No change should be made at the pres
ent time in the provisions for the carry
back of net operating losses as deductions
in the two preceding years. Measures
should be adopted to speed up refund
procedure in these cases.
Under present conditions, many companies
will have substantial losses in the postwar
period directly attributable to or arising from
wartime operations, which, in all equity,
should be taken into account in determining
the taxable income from such operations.
T he underlying purpose of these provisions
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will suffer practical defeat in many cases
if refund procedure is not expedited.
Excise Taxes
13. Excise-tax rates should be reduced when
feasible in the light of revenue yields and
requirements, after giving effect to recom
mendations 1 through 5, above, respect

ing corporate taxes, but in the absence
of any reasonably definite knowledge as
to either yields or requirements no
recommendation as to the extent and
time of such reduction is made at the
present time. Rates which, by their own
terms, expire at or after termination of
hostilities, should be permitted to expire
accordingly.

Committee O n F ederal T axation
G eorge P. E llis, General Chairman

Subcommittee on Current Legislation
M aurice A ustin , Chairman
E dwin F. C h inlun d
W alter A. C ooper
J ames A. C ouncilor
T homas J. G reen
P aul

T. K. L asser
V ictor M arkwalter
R obert M iller
J. A. P hillips
Seghers

A ppe n d ix
Statements Re Means of Eliminating
Double Tax on Corporate Income
In support of credit against
the stockholders’ tax.
T he views of the members of the Commit
tee supporting this method of eliminating the
double tax on corporate income are summar
ized below.
This method contemplates:
1. Payment by the corporation of the tax on
its entire taxable net income.
2. No tax on intercorporate dividends.
3. T he tax liability of the individual stock
holder, first computed by including all
dividends from domestic corporations (in
cluding the individual’s proportionate
share of such dividends received via a
partnership or trust), should be reduced
by a credit against such tax equal to the
rate of corporate normal tax and surtax
applied to such dividends, limited, how
ever, in such manner that the tax, as
reduced, should not be less than if the
dividends had simply been excluded from
the stockholder’s income.
The individual thus would receive the
dividends either free of tax, or subject to tax
to the extent that the aggregate normal

Subcommittee on Research
H arry E. H owell , Chairman
H arold L. K lagstad
W illiam L. A shbaugh
R ay G. M cK ennan
M ichael D. B achrach
C harles M elvoin
T homas J. D olan
T roy G. T hurston
Scott H. D u n h a m
F rank Y oungman

tax and surtax rates on the amount of the
dividend income in the highest applicable
brackets exceed the corporate tax rate. T o
use present rates as an illustration: The
combined surtax and normal tax on $10,000
of dividends would be computed at 40 per
cent, or $4,000. The recipient of such divi
dends would reduce his tax, computed on
total income, by $4,000, unless the com
plete elimination from income on the $10,000
of dividends would reduce the tax by a lesser
sum, in which case only the lesser reduction
would be permitted. This would involve
no complications for the lower-income group,
as the net effect would be to exclude divi
dends from taxation. T he extra computation
required of the higher-income group would
not be serious.
In the case of corporations subject to spe
cial rates, such as western-hemisphere cor
porations, etc., the credit should be computed
at the applicable top corporate rate but the
limitation should be computed in the same
manner in all cases. This will involve no
serious complications as there are compara
tively few such corporations and their status
or classification seldom changes.
However, no change in the credit should
be made in the case of dividends from smaller
corporations with low-bracket incomes not
taxable at the full 40 per cent rate (assum
ing such lower rates are retained). I t is
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quite likely that much if not most of such
income would not increase the individual
shareholder’s tax by as much as 40 per cent
and hence the effective credit rate, under the
suggested limitation, would be less than 40
per cent.
T o attempt to vary the credit rate, with
the varying corporate rates, particularly when
they are graduated, would involve too many
complications, especially for the lower-income
taxpayer. Also too many corrections would
be required as changes on audit of the cor
porate returns change the average or top
corporate rate. Furthermore, the credit rate
may vary each year.
Finally, this would be one way of benefiting
and providing incentive for small business
corporations.
The proponents of these views feel that
the other method, involving a credit against
corporate income for dividend payments,
which is essentially a tax on undistributed in
come, is open to all the complications in and
objections to the 1936-1937 surtax on un
distributed profits. W hile not repeating all
these complication and objections at length
herein, it is stressed that such a tax
would tend to encourage, if not to enforce,
distributions by smaller corporations and
thus tend to retard the growth of small busi
nesses at a time when every effort should
be made to encourage such growth and when
a Congressional committee is in the process
of making a survey of ways and means of
bringing that about.
In support of credit for dividend payments
against corporate net income.
The views of those members of the com
mittee favoring this method of eliminating
the double tax on corporate net income are
set forth below.
This method contemplates the allowance
to the corporation of full credit against its
taxable income for all dividends (including
consent dividends) paid out of taxable in
come earned since January 1st of the year
in which this plan is put into effect—herein
after called the “commencement date.” (Re
striction of the credit to dividends out of
income earned after the commencement date
prevents discrimination against corporations
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(and their stockholders) which, prior to
that date distributed their income instead
of accumulating it.) The result would be
the imposition of but a single tax on cor
porate income, which would be paid either
by the corporation, or by the stockholders,
or by both combined.
Obviously, as in the case of the individualcredit method, certain mechanical problems
are presented, among them the following:
1. Taxable income must be more closely ap
proximated to actual earnings and profits,
the biggest present difference being the
present failure to allow deduction for
capital losses.
2. In addition to all other tests of taxability,
dividends should be treated as taxable to
the stockholders to the extent that, in the
aggregate, they do not exceed total tax
able net income earned since the com
mencement date.
3. Distributions should be deemed to have
been made out of current year’s taxable
income to the extent thereof and, after
exhaustion of such income, should be
deemed to have been made out of taxable
net income most recently earned since the
commencement date.
4. Distributions in the first 60 days of the
taxable year should be treated, in com
puting the corporation’s tax, at its option,
as if made on the last day of the preceding
taxable year.
5. In any year in which dividend payments
exceed taxable net income, the excess
should be allowed as a carryback in in
verse chronological order as far back as
the commencement date, with resulting
refund to the corporation of the taxes
paid by it on income now distributed to
the stockholders and subjected to tax in
their hands. (T he carryback provision,
by providing refund to the corporation
of taxes paid on retained earnings of past
years now distributed, prevents double
taxation upon distribution of such in
come. )
6. Intercorporate dividends received should
not be taxed but should be applied to re
duce the credit for dividend payments.
This method completely eliminates the
duplication of tax, which is not true of the
individual-credit method. Under the indi
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vidual-credit method, in the case of a cor
poration having $100,000 of taxable income,
upon which $40,000 is paid in tax, the dis
tribution of the remaining $60,000 would
yield a tax credit to the stockholder of only
$24,000, whereas, under the corporate-credit
method, the entire income of $100,000 could
be distributed with but one tax to be col
lected, namely, from the shareholders.
Other advantages of the corporate-credit
method over the individual-credit method
are:
1. Absence of apparent tax discrimination in
favor of dividend income as compared
with other types of income received by
individuals.
2. Removal of tax inducement to the cor
poration to adopt unsound debt financing
instead of financing through capital-stock
issues.
3. Complete uniformity in application, un
complicated by variations in corporate tax
rates.
4. Uniformity in relief from corporate tax
to individual shareholders, regardless of

variations in their tax rates because of
differences in income brackets.
5.

Elimination of much of the present neces
sity for reviewing salaries of stockholderofficers in close corporations.

Certain important differences between this
form of tax and the 1936-1937 undistributedprofits tax indicate absence in the present pro
posal of most of the serious objections to the
1936-1937 surtax on undistributed profits,
namely:
(a) T he proposed tax on undistributed in
come is in lieu of, and not in addition to,
the income tax.
(b) T he rate of tax is less or, in any event,
certainly not more than the average rate
of tax imposed upon the individual re
cipient of dividends, removing the tax
inducement to unwise distribution in
close corporations.
(c) T he rate of tax does not vary with the
percentage of income currently distrib
uted.
(d) There is no double taxation.

